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Key Economic Indicators: Germany Exchange Rate as of May 10, 1982 
U.S. $1.00 = DM 2.2856 
__ Percentage Change 


1981 1982 1/ O75 B80 BBL 81/80 82/81 2/ 
Income, Production, Employment 


GNP at current prices (DM bill.) 1,551.9 - 
Private consumption 860.9 
Government consumtion 325.68 
Fixed Investment 353.8 

GNP at 1970 prices (DM bill.) 894.0 

GNP price deflator 173.6 

Per capita GNP, current prices (DM) 25,159.57 

Disposable income (DM bill.) 999.0 

Savings as % of disposable income [See 

Employment (1,000s) of wage salary 
earners industrial 1/82 7,499. 

Unemployment rate 3/ 3/82 

Productivity gain 4/ 

Indices: 

New industrial orders, value (1976=100) 2/82 1275 
Industrial Production (1976=100) 2/82 108. 
Index of retail sales at curr.prices (1970100) 2/@ 237. 
Industrial wages ver employee (1970=100) 1/82 234i 
Cost of living (1976=100) 3/82 1235 
Industrial prices (1976=100) 3/82 

Money 

Money supply (M,; DM bill.)* 3/82 

Domestic credit outstanding (DM bill.)* 2/82 

Federal debt outstanding, domestic (DM bill.) 
2/82 

Annual federal debt service (DM bill.) 2/82 

External debt (DM bill.)* 12/81 

Interest rate, Central Bank* 3/82 

Interest rate, Special Lombard* 3/82 

Interest rate, Comm' Bank med. term* 3/82 

Balance of Payments and Trade 

Gold and foreign exchange reserves (DM bill.) 
3/82 9 

Balance of payments (basic balance M™ bill.) -7.3 —5. 

Balance of trade (DM bill.) 3/82 2iad i. 
Exports, FOB (DM bill.) 3/82 396.9 107. 

U.S. share (DM bill.) 2/82 26.0 4. 
Imports CIF (DM bill.) 3/82 369.2 96. 
U.S. share (DM bill.) 28.4 4.3 ‘ 

Main Exports to U.S., 1981: ($ mill.) Motor vehicles 3,409; Machinery 2,262; Chemicais 

1,403; Electrical equipment 874; Optical and precision mechanical products 419. 

Main Imports from U.S., 1981: ($ mill.) Machinery 2,146; Chemicals 2,065; Electrical 

equipment 1,537; Edible fats and oils 1,024; Aircraft 1,237. 
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1/ Cumulative through latest date shown, except for items marked *. 2/ 1982 through 
latest date shown over the same period in 1981, except for items marked *, 3/ AS percent 
of labor force; 1982 seasonally adjusted. 4/ Increase in real domestic 
product per worker. 7 

NOTE: Items marked * are as of year end 1981, and as of latest month shown for 1982. 
ear percentage changes indicate changes of latest date shown over comparable date in 
1981. 





V/ 
SUMMARY 


af 
The German economy continues in the grip of a shallow but stubborn 
growth recession; GNP declined by .3 percent in real terms during 
1981. Although economie output declined in 1981, there were a 
number of favorable developments which many see as forming the basis 
for economic recovery; chief among these was dramatic improvement on 
Current Account. Prices, led by import prices, rose at an 
uncomfortably fast pace for inflation-conscious West Germany during 
1981, but the trend was clearly towards a more moderate price level 
in the first quarter of 1982. 


Unemployment was among the most difficult economic problems facing 
the FRG. It proved to be a particularly hard nut for government 
policy to crack during 1981, as compromises on budget policy and an 
employment creation program proved difficult to achieve. Monetary 
policy eased, and interest rates came down somewhat during the first 
quarter of 1982. The prospects for real economic growth during this 
year are guarded, with the range from .5 to 1.5 percent. The year 
1983 might mark a return to more acceptable growth levels in the 
judgement of many observers. 


Agricultural production during 1981 was excellent, but farm imcomes 
were down. The FRG market for pollution control technology and 
graphic instruments looks excellent, and trade fairs continue to be 
a marketing vehicle worth considering for the American businesses. 


1/ This report was compiled in May 1982. 
2/ Federal Republic of Germany (FRG). 
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The Economy During 1981: Growth Stagnation, But Not As 
Bad As Many Projections 


West German GNP declined by .3 percent in real terms during 1981. 
While this was the second straight year of disappointing growth 
performance (the economy grew only by 1.8 percent during 1980), the 
decline was not as bad as many informed observers had projected. 
There were also several very encouraging bright spots which 
indicated that the West German economy was making progress in 
accommodating itself to the higher price of oil, and the other 
changed competitive circumstances it faced internationally. 


Chief among the factors giving rise to measured optimism was the 
improvement on Current Account. The DM 29.8 billion deficit on 
Current Account in 1980 was almost cut in half during 1981 to DM 
17.8 billion. 


The Current Account, which is made up of the trade balance, the 
transfers balance, and the services balance, has been a problem area 
for the FRG since the second oil price snock of 1979-80. West 
Germany's traditional surplus on trade Ene eee sharply during these 
2 years, and was insufficient to cover equally traditional 

deficits on transfers (guest worker nett ae. ete.), and services 
(foreign travel, and “invisibles" like royalties, insurance, 
shipping, etc.). 


In 1981, Germany's balance of trade improved sharply over 1980. 
Exports overall exhibited good growth (45.2 percent in volume terms) 
with a particularly strong expansion of sales to OPEC (+51.7 
percent) and to non-oil developing countries (+23.4 percent). It is 
worth pointing out that world trade volume fell by 1 vercent. 


German imports declined in volume terms in response to slack 
domestic demand. The volume of oil imports was down sharply (ca. 18 
percent). Most analysts credited continuing progress on oil 
conservation as primarily responsible for this development, although 
the slack economy no doubt contributed to the fall off as well. The 
resultant improvement on Current Account was confidently projected 
to continue throughout 1982 based on very strong growth in export 
orders (up 11.1 percent in 1981 over 1980); improved international 
price competitiveness; and the efforts of German exporters to 
increase export sales with an appropriate mix of export offerings, 
with particular emphasis on energy-efficient machine tools and 
capital goods. 
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The West German domestic market stood in sharp contrast to the 
foreign market for FRG exports throughout 1981. By every 
consumption indicator -- private consumption (-l.l percent in real 
terms), disposable income (+5.4 percent in current prices, less than 
the inflation rate of +5.9 percent), and retail sales (-2.3 percent 
in real terms)--the domestic market stagnated. With employment in 
the economy falling, and initial wage settlements for 1982 below the 
inflation rate, any recovery in domestic demand was projected to be 
modest. 


The story, then, in 1981 was one of export demand sufficient to 
protect the economy from deeper recession, but insufficient to 
re-ignite domestic demand. Industrial production, which represents 
roughly half of German GNP, fell 1.8 percent in real terms despite 
the strong export performance. 


Prices Rising At a Pace Too Fast For Comfort During 1981 


With high import prices because of the weak DM providing the 
impetus, both producer and consumer prices were discouragingly high 
during 1981. Industrial producer prices rose 7.8 percent during the 
year, and consumer prices were up 5.9 percent, an uncomfortably high 
rate for inflation-conscious West Germany. By the fall of 1981, 
most observers were pointing to a slackening in the pace of 
inflation at both the producer and consumer levels. This trend has 
intensified during the first quarter of 1982, and inflation, 
therefore, seems to be less of a problem than had been the case in 
1981. 


Unemployment 


Unemployment is the most politically significant problem facing the 
German economy. The seasonally adjusted number of unemployed has 
grown every month since March of 1980, and is projected to reach 2 
million by the end of 1982. While the unemployment problem has no 
doubt been magnified by a business cycle-related:-downturn, most 
observers see unemployment as a mid-term structural problem. A 
demographically determined temporary excess of new entrants over 
projected retirees plus significant structural adjustment pressures 
in response to radically changed energy costs and international 
competitive factors in certain industries are frequently mentioned 
as factors contributing to high unemployment. 





Government Policy During 19813: A Search For the Solution to the 


Unemployment Problem 

As is the in th Unite tate: FRG is committed by law to 
encourage ful L eve unemployment problem has 
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Employment Creation Program 


The debate over whether to have a special employment creation 
program occurred throughout the general discussion of the 1982 
budget. Initially the issue seemed resolved with the inclusion of 
several programs in the draft budget meant to stimulate emplovment. 


As the fall became a difficult winter, and the seasonally 
nonadjusted figures for unemployment climbed towards 2 million, the 
calls from the large, well-organized Confederation of German Trade 
Unions for the Government to "do something" about the unemployment 
problem became Louder and more difficult to resist. 


Another round of difficult discussions between the coalition parties 
resulted. The key issue was financing whatever program was 
proposed. In the end, a program whose center point was a temporary 
Investment Tax Credit was announced by the Chancellor. The program 
was to be financed by a hike in the turnover tax (VAT). The tax 
credit was made retroactive to the beginning of the year in an 
effort to eliminate uncertainty. After the investment tax credit 
program was funded, income taxes were scheduled to be reduced by the 
Same amount as revenue increased from the higher turnover tax. This 
was seen as a useful change in itself away from direct taxation 
towards indirect taxation on consumption expenditure. 


The whole program was thrown into doubt by opposition from the 
CDU/CSU controlled upper house (Bundesrat) to any tax increases. By 
May of 1982, the Bundesrat had in fact voted down the bill 
containing the Investment Tax Credit and VAT hike. A Conference 
Committee was called to attempt to compromise the difference. The 
Conference Committee recommended that the Investment Tax Credit be 
retained but left the issue of funding the program to the various 
levels of Government. The proposed increase in the VAT was not 
accepted. This compromise solution seemed reasonably sure of the 
Bundestag and Bundesrat approval needed to become law. 


Monetary Policy Becomes More Accommodating 


With the improvement on Current Account assured, prices in the 
economy falling, and initial wage negotiations yielding wage hikes 
which clustered around 4.2 percent, less than the projected rate of 
inflation, three of the important preconditions the Bundesbank had 
mentioned for a loosening of tight monetary policy were fulfilled. 
The Bank announced its intention to let Central Bank Money (CBM) 
grow in the upper range of its 4-7 percent growth corridor. For 
much of 1981, growth of CBM had been held in the lower range of the 
corridor. 


The important Bundesbank Special Lombard credit facility (against 
collateral) which had been introduced in February 1981 was reduced 
in steps from 12 to 11 percent in October 1981, 10 1/2 
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percent in December, 10 percent in January, 9.5 percent in 
March, and finally dropped entirely to be replaced by the 
normal Lombard credit with a rate of 9 percent in early 
May. Short-term interest rates came down more or less 
simultaneously with the Speciai Lombard, and long-term 
rates also were significantly lower by the spring of 

1982. While the DM lost a bit of the ground it has gained 
against the dollar during the interest rate reduction 
process, by the beginning of May it strengthened again 
against the dollar, as well as against EMS (European 
Monetary System) partner currencies. 


Firms’ Profitability 


figures for 1981 are not yet available, but many 

ic observers believe profits in 1981 were down. The 
Bank, for example, estimates that during 1980 and 
Fite 


fits were down ca. 15 percent from the level they 
during 1979. 


The impression that profits continued downward in 1981 
gave rise to much di scussi on of the relationship between 
depressed profit perf forman ice and inadequate job creating 
investment. The majority of Germany's prestigious 
economic research institutes and the German Council of 
Economic Experts have argued that the growth in real wages 
over the next few years ought to be modest to encourage 
job creating investment, and reduce some of the pressure 
for "rationalization," i.e., replacement of labor with 
capital in the lower skill grades. The labor unions have 
argued that wage moderation by labor in isolation creates 
no jobs. They have vroposed negotiations in which wage 
moderation by labor would be matched by employment 
commitments from management. 


In its March 1982 Monthly Report, the Bundesbank, basing 
its comments on some preliminary indicators of trends 
which emerged in the second half of 1981, wondered whether 
a distributional shift away from wages toward increased 
profit had not already begun. A wage settlement guideline 
or 4.2 oo for 1982, somewhat below the projected 
inflation rate, was widely hailed as "appropriate" for 
current ae. “market conditions, and was identified as a 
factor contributing to expectations for improved profit 
performance this year. 


Project ion: 1982 se Y : Vv f I ter Than the 


First, a Good Year 


Most economic observers believe the second half of 1982 
will show more growth than the first. Factors most 
frequently cited as supporting projections for a modest 
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recovery of the FRG economy in the second half are continuing 
export success, easing monetary policy and improved profit 
performance leading to some revival of investment, and a 
eyeclical turn towards inventory accumulation. While the 
official government projection continues to be for 1 to 1.5 
percent real growth for the year, Germany's five best known 
economic research institutes trimmed their growth projections 
from 1 percent to .5 percent real growth in their spring 
Economic Report. 


Longer term looks at the economy have to be viewed with much 
less certainty, but many observers are reasonably optimistic 
that growth during 1983 will approach the more acceptable level 
of ca. 3 percent real growth. Even this much growth, if 
achieved, would still leave the FRG with a significant 
unemployment problem in the view of many observers. 


Despite the economic problems facing the FRG, in international 
comparison it remains one of the Largest and richest markets 
and one of the best places to do business anywhere. The German 
economy has shown itself to be adaptable and exceptionally 
competitive internationally. Germans are analyzing their 
problems, searching for workable solutions, and making 
measurable progress each year. Any U.S. manager with a 
long-term view would do well to consider the real opportunities 
to grow along with the FRG economy. 


Agriculture 


German agriculture experienced a good, but below record year in 
1981 in terms of production, but farm incomes suffered severely 
and declined by 12.6 percent per capita (1980/81). 


Grain production in 1981 was 22.8 million tons, about 1 million 
tons below the 1978 record, and slightly below 1980. Milk 
production, after several years of expansion, showed only a 
marginal increase. In meat production, only poultry showed an 
increase, while beef and pork production fell by about 2 1/2 
percent, respectively. The sugar beet harvest rose sharply to 
a new record, while those of both potatoes and wine grapes 
recovered somewhat from the very low levels of 1980. Fruit 
production was heavily cut by frosts during key flowering 
periods. 


Turning to trade, agricultural imports dropped 1l percent, with 
U.S. deliveries falling by nearly as much. Large declines were 
evident in arrivals of U.S. grains and oil-seeds. Germany's 
exports rose by less that 1 percent. 
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Expressed in terms of DM, the situation looks much different, 
particularly for exports. Here, with an increase of 22 
percent, Germany emerged as the world's fourth largest 
agricultural exporting nation. The largest increases were 
scored in shipments to EC partner countries, but shipments to 
Near Eastern markets also rose. 


Outlook 


The farm income situation for the 1981/82 crop year is expected 
to show some improvement. The Federal Ministry of Agriculture 
is forecasing an increase in per capita farm income of 9 
percent. This is based on somewhat more favorable crop and 
price projections. In the opinion of farm circles, this 
improvement in farm income is badly needed but still does not 
restore to farmers the level of income experienced during 
1977/78. 


Grain production in 1982 may be slightly higher given 
marginally larger areas and a continuing upward trend in 
yields. Production of milk and poultry meat is also expected 
to edge upward, while the small declines in 1981 beef and pork 
production may again be repeated. In the trade area, some 
recovery in U.S. deliveries may occur, barring introduction of 
new restrictions by the EC. 


The current year may develop into a watershed for agricultural 
policy if action is taken on various proposals for changes in 
the EC Common Agricultural Policy (CAP). The major issues 
involve reform of the CAP in such a way as to continue to 
support farm incomes but to discourage future expansion of 
produciton in areas where production is already in surplus. 


Despite the many discussions held on the national level as well 
as in Brussels, the so-called reform of the CAP is expected to 
produce only minimum results because of severe pressure from EC 
farm circles, particularly in France and certain other member 
countries. In Germany and most other member countries, the 
limited reform steps likely to be realized are not expected to 
have a significant long-term effect on curbing production in 
key areas, including grains and milk. The rate of increase, 
however, is expected to be slowed somewhat. Germany, as the 
chief financier of the CAP, has favored reform and opposed new 
restrictions on trade. At times, however, Germany has found it 
necessary to make compromises on specific questions in the 
agricultural area in the interest of EC unity. 
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PART B - IMPLICATIONS FOR THE UNITED STATES 


A recent market research study commissioned for the U.S. 
Department of Commerce revealed that the German market for 
instruments and equipment for pollution control amounted to 
$858 million in 1980. This is an increase of 20 percent over 
1979 in current prices. If the period considered is extended 
to 1986, an increase by more than 80 percent in constant prices 
is expected. Among the 10 market segments discussed in the 
Survey, air and water polution control equipment are by far the 
largest. These two sectors accounted for 70 percent of the 
total market for instruments and pollution control equipment in 
1980. According to the survey, their relative position will 
remain unchanged until 1986. 


U.S. industry already ranks first among foreign suppliers in 
this field, particularly in analytical instruments: many of 
them are of a quality that is unequalled by the products of 
European competitors. It appears that the technological gap 
between U.S. instrument makers and their European competitors 
might even be widening. The United States should benfit from 
the trend to extend measuring networks for ambient air and 
surface water and the need for more laboratory tests in Germany. 


The most important end-users in Germany are, in order of 
importance, the chemical industry, the primary metal industry, 
and publie utilities. These sectors buy almost 50 percent of 
pollution control measuring instruments and control equipment. 
No dramatic changes in the order of importance of end-users are 
expected before 1986. 


Graphic Industries in the FRG 


The German market for graphic industries equipment is 
characterized by a fast shift to advanced technologies. High 
wages and costs of material induce the printing industry to 
acquire cost-saving equipment. The trend toward electronic 
equipment is becoming stronger. This development is favored by 
the fact that the German printing industry can rely ona 
permanent staff of well-trained, qualified workers who are able 
to master the new techniques. Investments in the printing 
industry were on a high level in recent years and are expected 
to maintain this level in the period under review. 
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The demand for graphic industries equipment in Germany has exhibited 
a steady increase in recent years. Measured in current DM prices, 
the market growth was 22 percent over the last 2 years. In real 
terms, the market size rose about 10 percent. This development has 
to be seen against the background of the increased output of the 
printing industry in the recent past and in the industry's need to 
further modernize its equipment. 


Imports cover some 15 percent of the total demand. This share will 
remain stable. The United States is the most important suoplier 
country for typesetting and some types of photographic equipment. 
The technical lead in these fields will enable U.S. industry to 
maintain and improve its position in the market in the future. 


L 


the most interesting government procurement offices for 
Suppliers is the BWB -- Bundesamt fuer Wehrtechnik und 
(Armed Forces Procurment Office). In 1980, as well as 
contracts on clothing 
and equipment were awarded to foreign bidders. The total 
procurement volume of clothing for 1982 is estimated at about DM 380 
to DM 400 million. The armed forces' purchases comprise this year 
about 632,800 cans; 12,(¢ coats; 450,000 field jackets; 782,000 
as; 518,000 shirts, 
9 


pairs of trousers for battle suits; 425,000 park 
500,000 pairs of 


plus pairs of underwear, handkerchiefs, and socks 
shoes; and 286,0( sweater: While this volume of procurement 
indicates an interesting fi for business activity, it is 
characterized by tough com ition, mainly from low-wage countries, 
Since the price is always a ry decisive criterion for the award of 


the contract. 
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As in prior years, the U.S. Department of Commerce continues to 
sponsor a number of official American group exhibits at selected 
German international trade fairs. Among the products to be featured 
will be security equipment, automotive parts and accessories, 
hospital equipment, computers, electronic and data-processing 
equipment, electronic industry and production test equipment, 
clothing and apparel (women's fashion, men's fashion and children's 
wear), textiles and sporting goods. In addition, the U.S. 
Department of Agriculture will again sponsor American participation 
in the annual ANUGA agricultural fair in Cologne. 
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The largest U.S. group exhibit this year was mounted at the annual 
Hanover Fair, April 21-28, 1982. The U.S. presence in Hanover 
concentrated on computers and computer-related equipment, with 56 
U.S. exhibitors. Another promotional vehicle for expanding U.S. 
exports to the Federal Revoublic of Germany and Europe was a special 
export seminar for U.S. business representatives, held during the 
Hanover Fair. The seminar was organized by the Hanover Fair 
Authority and the U.S. Department of Commerce. 


Foreign Commercial Service posts in the Federal Republic of Germany 
will continue organizing foreign buyer group visits to selected 
fairs in the United States. This year, groups of German business 
representatives will be organized to visit 35 to 40 international 
trade fairs in the United States. Products on display at these 
fairs include clothing, textiles, computers and electronics, 
sporting goods, carpets and rugs, hardware, machine tools, 
construction equipment, coal and mining equipment, audiovisual 
equipment, hotel and catering equipment, and general merchandize. 


For further information on doing business in the Federal Republic of 
Germany, business representatives should contact the nearest 
District Office of the U.S. Department of Commerce or the German 
Desk Officer, OEC/IEP, U.S. Department of Commerce, Washington, D.C. 
20230. 


A publications entitled "GERMAN TRADE FAIRS - a Handbook for 
American Exporters," published by the U.S. Department of Commerce, 
Washington in May 1981 can be obtained from the Superintendent of 
Documents, U.S. Government Printing Office, Washington, D.C. 20402 
at the cost of $4.50. This booklet was prepared by the Foreign 
Commercial Service at the American Embassy in Bonn in order to make 
the important German trade fairs better known to the American 
business community as a vehicle for promoting U.S. exports. 











Simplify your search with 
COMMERCE PUBLICATIONS 
UPDATE! 


Tracking down needed information can be 
frustrating, expensive, and time consuming. If 
you're a user of Commerce Department 
publications, Commerce Publications Update 
can help. 


For only $22 a year, you'll get a handy biweekly 
newsletter announcing dozens of new U.S. 
Department of Commerce publications, reports, 
pamphlets, charts, periodicals—even news 
releases. You'll get titles, prices, complete 
ordering instructions, and annotations where 
appropriate. 


Every two weeks, you'll learn what we've issued on 
exporting ... current economic indicators 

... housing starts... marketing ... the weather 
... foreign economic trends... fisheries 
...telecommunications ... population... and 
much more. 


Subscriptions to COMMERCE PUBLICATIONS 
UPDATE (CPU—File Code 2-E) are available at 
$22 per year (add $5.50 for other than U.S. 
mailing) from Superintendent of Documents, U.S. 
Government Printing Office, Washington, D.C. 
20402. 





